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In the 1930s, Berle and Means came up that agency problem arises from the 
separation of ownership and management. And then, scholars began to research how 
to solve corporate governance issues based on agency costs. Jensen illustrated free 
cash flow hypothesis that managers will use the cash to satisfy their own desires. An 
effective way to alleviate the agency problem is to improve and perfect corporate 
governance mechanism. Institutional investors have several advantages such as strong 
capital, professional operation and rational investment to be an emerging force to 
optimize corporate governance. At the same time, there are some differences in 
investment behaviors and investment strategies of institutional investors. It has 
important theoretical and practical significance to improve the structure of 
institutional investors, optimize corporate governance, as well as reduce agency costs.  
The paper studies the participation of institution ownership from the perspective 
of cash policy and discusses that how different types of institutions affect firm cash 
holding. The result has shown that with the increase in the proportion of institutional 
investors, the amount of cash holdings in listed companies will increase. In order to 
gain a better understanding that the impact of institutional investors on cash holding 
policy of listed companies, this paper divides institutional investors into short-term 
institutional investors and long-term institutional investors according to the turnover 
rate. The further study shows that in the context of financing constraints, short-term 
institutional investors play the greater role in the impact of cash holdings as 
companies need to reserve more cash to cope with price fluctuations caused by high 
stock turnover of short-term institutional investors. However, long-term institutional 
investors play a monitoring role more effectively than short-term institutional 
investors, reflecting in reducing the investment of excess cash, thereby increasing the 
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